vie Real Estate 
TRENDS = 


A (one Sort, dger 4 
| POARMOMG) ANd tend A pert of me > ee 
vervce bnowr os the Becl Extate Anciys! Peports 
Copyrg~ '950-b, ROY WENZLICK & CO Soot (ows 
REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 











Preliminary figures for February 1950 place our 
REAL ESTATE ACTIVITY real estate activity index at 37.5 points above the 

long-term computed normal. This is the highest 
the index has been since February 1948. This present level of activity is approxi- 
mately the same as that enjoyed during the peak year of our last boom, 1925. So 
our present recovery period is small only in comparison to the dizzy heights reached 
by real estate activity in May 1946, when the index rose to 86.1 points above normal. 


Of the cities that have reported on their February activity, only Seattle, Portland, 
Oregon, Oklahoma City, Des Moines, Denver, and Columbus, Ohio, showed decreases 
from their January levels, and these decreases were all small. (These figures were 
corrected for seasonal changes so the decreases were not of a seasonal nature.) 


As we have pointed out several times, we believe that it will be after mid-year 
before the national activity index takes a noticeable dip. 


During January 1950 our real estate mortgage ac- 
REAL ESTATE tivity index rose to its highest point since the mid- 
MORTGAGE ACTIVITY die of 1929. Even this is not a fair comparison 

due to the larger number of second and third mort- 
gages that were written during the earlier period. The astonishing winter con- 
struction rate has no doubt been a major contributing factor, and mortgage activity 
is expected to continue on a very high plane for at least the next several months, 


One of tie most objectionable pieces of proposed housing legislation has been 
at least temporarily laid to rest. We refer to the Administration’ s Cooperative 
Housing Bill which, following its defeat in the Senate, was also turned down by the 
House. Continued government aids to housing weie voted, however, and these are 
expected to help keep construction moving at high speed and the mortgage mill 
whirling merrily for at least the first half of 1950. 


The new housing bill did contain two provisions which we consider to be very 
bad. One of them authorized $150 million to be used for direct 4% loans to veterans 
who certify that they cannot obtain 4% loans through regular channels (including 
VA). It seems that in some areas mortgage lenders are not interested in lending 
to veterans at 4%. Therefore, the government is now authorized to do so directly. 


In effect this provision sets up a Veterans Home Loan RFC. Granted that it is 
temporarily on a small scale (compared to most government expenditures), it is 
another Federal foot in the door of private enterprise. It is another channel to suck 


109 











up badly needed, hard-earned tax money. It is another page in the theory that govern- 
ment financiers know more about handling our money than we do. It is also a con- 
tinuance of government’s determination to keep interest rates at rock bottom. 








There must be some veterans who have home loans at 5% and even more with 
loans at 4-1/2%. Will this new step in direct loans lead to pressure to refinance 
all of these veterans’ loans carrying rates higher than 4%? The implications of 
direct government loans to a select minority and of constant downward pressure 
on the interest rate carry with them the seeds of destruction of our entire mort- 
gage industry. Not next year, of course, or the next decade, probably, but eventually, 
unless the trend is reversed, the mortgage business faces certain demolition. 


The two foundations of the mortgage business are sound loans and an interest 
rate high enough to attract a steady flow of lendable funds. When the government 
enters the lending field for the avowed purpose of making loans that no private 
lender will make and at a rate not commensurate with the risk, the erosion of these 
two foundations begins. 


The tremendous importance attached to a 4% rate for veterans is difficult to 
understand and it becomes particularly so when you consider the drastic step that 
Congress has taken to assure a 4% rate. The average mortgage insured by the VA 
during 1949 was $5,140. For easy figuring, let’s say $5,000. A twenty-year 4% loan 
pays off at the rate of $6.06 per $1,000 per month, or on a $5,000 loan, $30.30. A 
4-1/2% twenty-year loan pays off at $6.33 per $1,000 per month, or on a $5,000 
loan, $31.65. So this provision, costing $150,000,000, will save the average veteran 
home buyer $1.35 per month - less than the price of a carton of cigarettes. 


Let's consider the over-all picture. If $150 million is lent on the same average- 
sized loans as the VA insured in 1949 - $5,000 - then 30,000 veterans will obtain 
these loans. If each veteran saves $1.35 per month for 20 years it will amount to 

$324, or a total saving for all 30,000 veterans of $9,720,000, say $10 million. So 
Congress, in order to save the individual veteran $1.35 per month, or to save 30,000 
veteran home buyers $10 million, risks $150 million of our money on loans that 
no private lender would make. 


The other objectionable provision in the new housing bill is the one authorizing 
$300 million for direct housing loans to educational institutions at 3-1/2% interest 
for 40 years. This certainly does not mean that we are opposed to new housing for 
the students and faculty members. Most schools are badly crowded and housing 
has been one of their acute problems. We do, however, object to direct loans by the 
Federal government at bargain basement rates. Perhaps we are old-fashioned, but 
we would much rather see aid and control of education go no higher than State level. 


Residential construction activity continues to ham- 
RESIDENTIAL mer out new records. The twelve-month period 
CONSTRUCTION ending in February 1950 saw a total of 1,083,000 

new nonfarm dwelling units started, or an aver- 
age of more than 90,000 units per month, From 1947 to 1949 the construction indus- 
try rolled out the most impressive total of new residential units in the history of 
the country - 2.8 million units - or 100,000 more than during the peak three years 
of the last boom (1923-1925). 
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Through the first two months of 1950, 160,000 new units were started, This is 
60% more than were started in the first two months of 1949, Although the weather 
has been much more favorable this year than last, this tremendous construction 
activity is still an outstanding achievement. 


Public housing is getting away to a very slow start. Although it is almost nine 
months since the 1949 housing bill was passed, virtually no public housing units 
have been erected under this legislation and most of the housing authorities we have 
contacted tell us that it will be late this year before they begin construction. Since 


the 1949 housing bill was passed, private builders have erected almost three- 
quarters of a million units. 


The costs of recently erected public housing units (in New York City) are inter- 
esting, to say the least. The last 5000 units to be completed (in late 1949) cost a 
total of $61 million, or $12,100 per unit. The range was from $10,250 per unit 
for the least costly to $13,900 per unit for the most expensive. These figures in- 
clude development cost, The cost of the buildings aione averaged $9,350 per unit, 
with a high of $11,300 and a low of $7,500 per unit, 


We think that some way should be found to provide “Economy Houses” for public 
housing tenants, The average number of persons per unit in the 5,000 units dis- 
cussed above is 4 (statistically 3.9) persons, Surely a 2-bedroom house is of ade- 
quate size to house a family of 4. *Economy Houses” with 2 bedrooms are being 
sold in high-cost areas for less than $7,000 per unit and this includes sales and de- 
velopment costs. In other words, this figure of less than $7,000 contrasts sharply 
with the $12,100 average cost per unit of New York City public housing units. So 
long as public housing is to be erected, it certainly seems advisable to build units 
at $7,000 or less rather than $10,000 and up. 


The latest figures on our national rent index show 
RESIDENTIAL RENTS that rents are still 4 or 5% below the long-term 

average level (1921-1938), We believe that there is 
about a 50-50 chance that Federal controls will be allowed to expire in June of this 
year. Those cities or States that still want rent ceilings can provide their own, 
Since so many localities have availed themselves of the home rule provision and 
have taken off Federal controls, there is no reason why their tax money should con- 
tinue to help pay for Federal controls in other parts of the country, There may be 
some areas where decontrol would work serious hardship on many tenants, But if 
there are, these areas should install and administer their own system of controls at 
the local level. 


We have been asked what the effects of decontrol would be on the general rent 
level, Naturally, there is no specific answer that will fit all communities. We 
should remember that over a short period rents are governed by the supply of and 
demand for rental units in each community. We should also remember that in con- 
trolled areas we actually have two rent levels, one low and the other high. The 
low rent level is made up of the controlled rents on older buildings. The high rent 
level is made up of the uncontrolled rents on new buildings. 


On a national scale, the lower level should rise and the higher level should de- 
cline when controls are removed, The extent that these two levels will rise or de- 
(cont, on page 116) 





111 














REAL STATE ACT TY 





REAL ESTATE AND 





















































GENERAL BUS 












































. Be tae 8 ++ > + + > t + fat 
+— > ~ —— > ——-+- = > + + 
MORTGAGE ACTIVITY INDEX~ m4 y a 
USE te’ SCALE AT RIGHT og - Wi IIDI oe. , 
*¢ a sen T _? = ; , ; + > ort 
| WA | | 
f 
—+ ~- ——=+ ; + > + + , —— i S + + 
| | 
i 4 ; aeese | 
é ‘40 ——— > + 4 ; + “°°*Sanne —+> + + 
: i i 
| — 
< { 7 . oon BOT + + + + + 
3 = a ] eeeece 
we +20 ; > -— +> — = T + 
é 
« : 7 
. he ss ese toy - + — + +— 
t--- | ; 
z 
NE A, 
oO EE! ES EY) 4 ae a. 
- --NO. NEW DWELLING UNITS 
—, PER YEAR PER _ FAMILIES 
FARM ANNUAL FIGURES 
: j | "Use Bao SCALE AT RIGHT = (~T 
| ee 
be r - + > + —» + + pr -- 
| | a e ah 
4 + 1 —§ os - + a - + 
' RE! LOSURE: mes ~ [ —or | 
i al 4 | 
ja RS Ee CS 
' | | | | i | * PRICE 
| | 
4 . of , > > + 
| | 
u + +—~ + ————-+ + > > > + + > , 
| | 1670 
: 1 if ; owe > TM meet T T } a BUSINE ss Boom 
: ' | 
| + + 
: ' j 
: | ‘| | 
f i 
. - _— | } + — ; . 4 
s fi} | i 
d : i \ | | 
. > — —-—4 wy - - . e 4h 
h ie 8 ‘ie. ‘ad hitul WHOLESALE PRICE INDEX: 
“4 » i ‘ i ds ; | 1926 = 100 
t } italia a | | | USE ist SCALE ont RIGHT 
5 “3 “oS iS ko. 2 a a oe 28 Re Ge eat 
be SB 
wi | | 
7 40 2 Se ee | + + + + , } + + + ——}- 
| | le 
4 | ee oa \54 
<> - a 4 } > } + . + + + > +> + 
FIRST WORLD WAR. Poy 
e L rr | {| | |i | | Rite 
; i4 915 16 "7 18 19 020 ‘21 ‘22 ‘23 ‘24 1925 ‘26 ‘27 ‘26 ‘29 130 


112 


_ 





ROY 

































































WENZLICK & CO ec 









































































































































-) 
; le % 2 
SS IN DICATO RS REAL ESTATE ECONOMISTS, APPRAISERS AND Ci Js ! . > 
SAINT LOUIS _$1/4.3989 & z 
] "T") e677] ] T F Fes a 
| g 582 3 
= _ +— + }———+ +4390 | 30 65 
€. R 7 AC VITY—— 
r. Sates | 
4 wee R | ——}— 360 | 20 60 
, —t -—4--- 4330 55 
' 
Pee —— 300 50) 
iLDING COST — "Ths ‘ 
st © ROOM FRAME . ee 
— Use pmo SCALE At RicwT +—~+ 3754270 90 45) 
i 4. | oh r™4+--4 7 
= o> = - | 240 * 4 
+ a 1 
’ | | iy | 
oa. + - 210 3 
’ 1945 
320 
| —{ 180 3 
f Ly 
150 50 2 
+—3 — 120 40 2 
} : 
{ “ s . ——e§ - FO 1 
2 paeeee mh i 
+ == a is ky iZ ——4--— i - + 4 60 i 
: F OWELLING UNrrs 
hy - 
| 7 FORECLOSURES 1 a ee =» . 
ihe _ —— Tod 
5th tH tH 4 | ) oO 
| | 
; 410 
| i i L + + + —— PY 
GENERAL BUSINESS ACTIVITY ) 
EVELANO TRUST GO 3¢ 
St ALE AT LEFT | 
™ y mony + 7 180 
J2.0 ¢ 50. 
r, 
| 43/9 
eh. + — - + 140 
— 120 s 
je 
= 
T WHOLESALE PRICES 100 | 
| 
; 
| T P=STOCK PF . ce oe a von | 
+ + +-——_f- 60 ‘ | 
r eee 98 40 
2 BUSINE SS € PRESSION | 
+——+ _ 20 an 
SECOND WORLD WAR 
| a i | U.S.A. COPYRIGHT 1949 | 
33M 03 BM BF BW W i0 4 42 “43 44 1945 “46 ‘47 “48 49 1950 | 








113 





INCREASES IN BUILDING COSTS SINCE 1939 
(SAINT LOUB) 
March 1950 


SIX-ROOM BRICK HOUSE 
(FRAME INTERIOR)* 
Content: 23,100 cubic feet 
1,520 square feet 

Cost 1939: $ 6,400 

(27.7¢ per cubic foot; $4.21 per square foot) 
Cost today: $14,600 

(63.2¢ per cubic foot; $9.60 per square foot) 
INCREASE OVER 1939 = 128% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1,165 square feet 

Cost 1939: $ 5,440 

(21.8¢ per cubic foot; $ 4.67 per square foot) 
Cost today: $12,803 

(51.5¢ per cubic foot; $11.00 per square foot) 
INCREASE OVER 1939 = 136% 


SIX-ROOM FRAME HOUSE* 

Content: 25,376 cubic feet 

1,650 square feet 

Cost 1939: $ 5,894 

(23,2¢ per cubic foot; $3.57 per square foot) 
Cost today: $14,389 

(56.7¢ per cubic foot; $8.71 per square foot) 
INCREASE OVER 1939 = 144% 


6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 


Cost 1939: $3,117 

(25.6¢ per cubic foot; $3.14 per square foot) 
Cost today: $7,542 

(62.0¢ per cubic foot; $7.6®per square foot) 
INCREASE OVER 1939 = 142% 


*Costs include full basement. 

















INCREASES IN BUILDING COSTS SINCE 1939 


(SAINT LOUIS) 
March 1950 














COMMERCIAL BUILDING - NO BASEMENT 
Content: 115,850 cubic feet 
8,075 square feet 
Cost today: $46,092 
(40,0¢ per cubic foot; $5.71 per square foot) 


&-FAMILY BRICK APARTMENT 
(FRAME INTERIOR)* 
Content: 168,385 cubic feet 
13,260 square feet 

Cost 1939: $ 60,300 

(35.8¢ per cubic foot; $ 4.55 per square foot) 
Cost today: $139,829 

(83.0¢ per cubic foot; $10.52 per square foot) 
INCREASE OVER 1939 = 132% 


30-UNIT REINFORCED 
CONCRETE APARTMENT* 
Content: 303,534 cubic feet 
21,372 square feet 
Cost 1939: $135,000 
(44.5% per cubic foot; $ 6.33 per square foot) 
Cost today: $296,076 


(97.5¢ per cubic foot; $13.87 per square {dot) 
INCREASE OVER 1939 - 119% 


*Costs include full basement, 
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(cont, from page 111) 
cline locally will depend on the supply and demand for each type of unit within the 
area, If there is a large rise in the lower rent level it probably indicates that the 
local housing supply is still tight and very little decline will take place in the higher 
rent units until enough additional housing is supplied to cause a slackening in the 
demand, As the demand for rental units becomes satisfied, a general decline in 


rents will begin and the higher rents will probably begin to fall first and faster than 
the lower rents, 


On the other hand, if the local low rent level does not increase, or increases 
slightly, the housing demand is probably fairly well satisfied and the higher rent 
jevel will start to move down as soon as vacancies appear in the low rent units, 


A third general possibility is found in a community that experiences a stiff 
increase in newly decontrolled units, In all probability this stiff increase will cause 
considerable contraction in space requirements and will result in an appreciable 
number of vacancies, These vacancies will probably be quickly filled by tenants 
moving from the higher rent buildings, thereby transferring the vacancy to these 
buildings from the lower rent buildings. Thus we see how a stiff increase in the 
lower rent level could lead to vacancies and falling rents in the higher rent build- 
ings. 


Each subscriber knows his local rental housing market far better than we do, 


and perhaps he can figure out which of these possible results of decontrol is most 
probable in his area, 


The small dropin St. Louis construction costs dur- 
RESIDENTIAL CON- ing March was caused by decreases in the prices 
STRUCTION COSTS of unfinished lumber and some of the heating and 
plumbing items. 


It is very difficult, if not misleading, to compare construction costs on a purely 
dollar basis. We do it, however (see cost figures on pages 114 and 115), because it 
is the universal way of comparing them and does not require a lengthy explanation. 
On the other hand, we all know that the realistic way to measure cost is not in 
terms of a rubber dollar but in terms of the number of man-hours of labor we must 
exchange for whatever item we obtain. In other words, the cost of an article alone 
is not important. What is important is the relationship between the cost level and 
the wage level. Through the years the tendency has been for construction costs to 
rise. They have been in a rising trend for several generations. Wages, too, have 
been in an ascending trend and they have risen faster and higher than have con- 
struction costs, To illustrate this point, our standard six-room frame house cost 
only $3,836 in 1913. Today the cost is $14,389, or 3.8 times as high. On the other 
hand, the average wage index (Federal Reserve Bank of New York) is 5,2 times as 
high as it was in 1913, So, although our house cost only $3,836 in 1913, the aver- 
age purchaser had to work longer to pay for it then than the average purchaser 
works to pay for the $14,389 house today, 











